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Recombinant Property in East European Capitalism

David Stark
Corndl  Universty

Executive Summary for IRIS

The darting premise of this paper is that the grestest obstacle to understanding change

in contemporary Eastern Europe is the concept of trangtion. In place of trandtology, the
science of the not yet, it examincs the actual processes of transformation in which the
emergence of new eements takes place through reconfigurations of existing organizationd
forms. Change, even fundamenta change of the socid world, is not the passage from one
order to another but rearrangements in the patterns of how a multiplicity of socid orders

ae intewoven. From that perspective we see organizationd innovation not as
replacement but as recombination.

This paper develops this perspective of transformation as recombinaion to examine
property transformation in the Hungarian economy based on data collected by the author
during an eeven month stay in Budapest in 1993-94. Research reported heke include:
1) Fiedd research in six Hungarian enterprises. Three of these firms are among the
twenty largest firms in Hungay and are & the core of Hungarian manufacturing in
metdlurgy, eectronics, and rubber products. Three are smal and medium-sze firms in
plagics, machining, and indudria engineering. 2) Compilation of a data set on the
ownership structure of the 200 largest Hungarian corporations (ranked by sales) and the
top twenty-five Hungarian banks. These data were augmented by ownership data drawn
from the files of some 800 firms under the portfolio management of the State Property
Agency. 3) Interviews with leading actors in banks, agencies, parties, and ministries.

A fundamenta analytic question is not where to draw the boundaries of private sector but
whether the post-socialist economies can adequately be represented in a two-sector
model. The findings of this paper indicate the emergence of new property forms tha are
neither satist nor private, in which the properties of private and public are dissolved,
interwoven, and recombined. Property in East European capitdism is recombinant

property.

Based on ownership data from the Hungarian Courts of Regisry the paper documents
significant levels of inter-enterprise ownership and describes the patterns in which large
Hungarian enterprises have become mgor shareholders of other large enterprises. Based
on enterprise level investigations the paper documents the process of decentralized
reorganization in which firms bresk up their operations into numerous corporations that
spin as “corporate satellites” around the formerly socialist enterprise and examines the
ownership reations of these satelites The new propety forms find horizontd ties of
cross-ownership intertwined with vertica ties of nested holdings.



Recombinant property is a form of organizational hedging, or portfolio management, in
which actors ae responding to extraordinary uncertainty in the organizationa
environment. For enterprise actors the question is not smply “Will 1 survive the market
tex? but aso, under what conditions is proof of worth on market principles neither
aufficient nor necessary to survive. Under conditions not smply of market uncertainty but
of organizetiond uncetainty, there can be multiple (and intertwined) dSrategies for
aurvival -- based in some cases on profitability but in others on digibility. Recombinant
property is an atempt to have resources in more than one organizational form -- or
amilaly -- to produce hybrid organizationd forms that can be judtified or assessed by
more than one standard of measure.

The clash of competing organizational principles that characterizes postsocialist societies
produces new organizationd forms, and this organizationd diversty can form a beds for
greater adapidbilitle same time, however, this multiplicity of ordering principles
creates problems of accountabilitv. These problems are examined in the find part of the
paper through an anadyds of the Hungarian government’s recent programs of debt
consolidation totaling $3 hillion (amounting to 10 percent of Hungarian GDP and 18.3
percent of the projected 1994 national budget). The causes and consequences of state
intervention to prevent a collapse of the financid sector are examined in detall.

Recombinant property, the paper concludes, is produced in two sSmultaneous processes.
Accompanying the decentraized reorganizetion of assets is a centrdization of ligbilities.
Both processes blur the boundaries between public and private. On the one hand,
privatization produces the criss-crossing lines of recombinant property; on the other, debt
consolidation transforms private debt into public ligbilities. Together these twinned
moments of property transformation create a new bads of paerndism in Hungary.
Wheress in the ate socidist economy paterndism was based on the dtate's attempts at
the centradized management of assets, in the first years of the post-socidist economy
paterndism is based on the date's atempts a the centradized management of ligbilities.

* % % % X%

David Stark is Associate Professor of Sociology and International Business at Cornell
Universty. During the 1993-94 academic year, he was a Vigting Felow at the Indtitute
for Advanced Study - Collegium Budapest at the invitaion of Professor Janos Kornai.
His recent publications incdude an essay on organizationd diverdty in Contemporary
Sociology, two dudies on privatization in Eas European Politics and Societies, and a
comparative andyss of East European democratization in the Journd of Internationa
Affars.




Recombinant Property in East European Capitalism

David Stark
Comndl  Universty

The stence of the not vet

How can mandream economics explan the momentous trandormdion in Eagten
Europe when it lacks a theory of change? The answer has been an undisguised

borrowing of the problemdic of trendtion from sodology, the distipline founded a
the tun of century on dudies of trangtion - whether from tradition to  modemity,

gemeinschaft to gesellschaft, rural to urban society, feudalism to capitalism, or
mechanicd to organic olidarity. For the founders of sodology, the crids of Europeen
soddies in the lagt decades of the Ningeanth Century was diagnosed as a normadive
and ingituiond vacuum. The old order regulaied by tradition had passed, but a new
mord order had not yet been edablished. The cumbling of the traditiond dructures
Durkheim wrote, had

svept away dl the oder forms of orgenizetion. One dter another,
thcse have disappeared either through the slow usury of time Or
through grest didurbances but without being replaced  (Durkheim,
1897:446, cited in Wacquant, 1993:4).

During our own fin de siécle not the crumbling of traditiona structures but the
collapse of communism gives new life to the transition problematic. Whereas
Durkhem saw sodology as the sdence of mordity thet could guide sodety from the
“dae of mentad confuson” to a dable mord order, today it is the sdence of choice
tha will guide the economies of Eaden Eurgpe through the trangtion from soddism
to cgoitdian. The difference between the trandtion that opened the century and the
trangtion & its dose is of coursg tha this time with dmogt a century of experience,
we are no longer burdened by the ignorance of outcomes. Armed with this
knowledge of dedindion, the mariage of economics with the trangtion problemdic

generates a new science Of transition.

As a sodologigt, | should, no doubt, be flatered that the more exdted specidization
hes chosn, a such a aiticd time, such an important conogpt from my own disdpline
But | am nat sanguine about this borrowing. Indeed, it is the dating premise of this
papa tha the greded obdade to underdanding change in contemporay Eadern
Europe is the concept of trandtion.



As the sdence of the not ye, trandtology is known to many for its engineging
goplictions  blueprints, road maps, redpes thergpies, formulae, and marching orders
for how to get from soddism to cgoitdiamn in 9x deps o Sxty (Sachs 1989 Klaus,
1992; Peck and Richardson, 1992). Working away from the glare of publicity are the
theordidans of the sdence who am to sysemize a sodd embryology for the rigorous
andyss of what is dout to be (Nee 1989; Nee and Lian, 1994; Deffans, 1993).
Common to both the theoreicd and the goplied ddes is an undalying tdedlogy in
which concepts are driven by hypothesized end-states. As in al versions of
modernization theory, trandtology begins with a future tha is not only desred but
dreedy known. The dedindion hes been desgnated Wesern Europe and North
Amaica hod the imege of the East European future

Although it begins with the future trangtology is not dlet aout pet and presat
for thisscience holds a distinctive philosophy of history; Thetransition is undergone
by a sodety as the passage through a limind date sugpended between one socd
order and another, each conceived as a stable equilibrium organized around a
coherent and more or less unitary logic.

Such a view oveddes the ocoherence of sodd forms both before and dter the
hypothesized transition and conversely exaggerates the degree of social
disorgeniztion in the presumed limind period of “indituiond vecuum.” Difficuit to
agmilae within the trangtion problemaic ae the numerous dudies from Eagen
Europe documenting parald and contradictory logics in which ordinary dtizens were
dready expeiendng, for a decade prior to 1989, a sodd world in which various
domans were not integreted ocoherently (Gébor, 1979, 1986, Stark, 1989; Mirody,
1992). Through survey ressarch and ethnogrgphic dudies researchers have  identified
a multiplicity of socia relations that did not conform to officially prescribed
hirarchicd patens These rdaions of reciprocty and market-like transactions were
widespread indde the soddig sector as wdl as in the “second economy” and gemmed
from the oontradicions of dtempting to “sdetificdly manege an  etire naiond
economy. At the shopfloor levd, dhortages and supply bottlenecks led to bargaining
between supervisors and infforma  groups & the managaid levd, the task of medting
plan targets required a dense network of informd ties that cut across enterprises and
locd organizetions and the allocative distortions of centrd planning reproduced the
conditions for the predominantly part-time enterprcncurship of the second economies
thet differed In soope, densty of nework connections, and conditions of legdity
across the region (Kornai, 1980; Géabor, 1979; Laky 1979; Sabd and Sark, 1982).

The exigence of padld dructures (however contredictory and fragmentary) in thee

informal and interfirm networks means that the collapse of the formal structures of
the soddid regme does not resllt in an inditutiond vecuum. Ingesd, we find the
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perssence of routines and practices, organizationd forms and socid ties, that can
become assets resources and the bass for credible commitments and  coordinated
actions in the postsocidist period.! In short, in place of the disorientation expected
in the trandtion problemdtic (Bunce and Csanedi, 1992), we find the metamorphods
of subrosa organizational forms and the activation of pre-existing networks of
affiliation.

By the 1980s, the societies of Eastern Europe were decidedly not systems organized
aound a sngle logic, nor ae they likdy to become aly more or less than our own,
ddies with a dngle sysdem identity.2 A moden sodidly is not a unitary socid order
but a multiplicity of orders a plurdity of ordering principles for reaching agreement,
a polyphony of accounts of work, vaue, and judice (Boltanski and Thevenot, 1991;
White, 19925 Stark, 1990a). Change even fundamentd change of the sodd world
is not the passage from one order to another but rearrangcments in the paiterns of
how multiple orders ae intewoven.

Thus indead of _trandtion we examine_trandormdion, in which new dements emerge
through adaptetions, rearrangements, permutations, and reconfigurations of exising
organizational forms. Instead of ingtitutional vacuum we examine institutional
legedies rethinking the metaphor of collapse to ask whether differences in how the
pieces fell apart have consequences for rebuilding new institutions. Instead of
examining ocountry cases according to the degree to which they conform to or depart
from a preestablished modd, we see differences in kind and ask how different paths
of extricaion from dae soddign dhgoe differet  posshiliies of  trandformeation.
Indeed of building tebula resa on_the ruins of communism, we examine how adtors
in paticular locdes and sHtings ae rebuilding organizaions and indtitutions with _the
Il eefd cimpeisadysis and disorientation we should expect to see
actors, dready accusomed to negotiding the ambiguity of contradictory sodd forms,
adus to new uncetanties by improviang on practiced routines Indeed of grand
shames of achitecture, of sodd engineing, and desgner cgpitdism we  examine
trandormative processes of  bricolage.

1 On the importance of routines and habits see especidly Bourdieu (1990) and Nelson and
Winter (1982).

2].e, | don't livein amarket economy but in an economy in which markets are but one of the
coordinating mechanisms. (On the distinction between market orientation and market_coordination
see Bresser, 1993. For analyses of the broad range of non-market coordinating mechanism consistent
with market orientation, see Schmitter, n.d.; and Boyer, 1991). The idea that Eastern Europe should
bein trangt to a market economy mistakes the triumph of capitalism for the triumph of the market
and -- like the introduction of socialism, which sought to impose a single coordinating mechanism -
- risks destroying the organizational diversity required for flexible adaptation.

3




Mog importat, indeed of thinking about indituiond or organizationd innovaion
as replacement, we see it as the disassemblage and reassemblage of existing
institutional configurations. In short, we think of organizational innovation as
recombination.

To survive in a rapidly changing environment actors redefine and recombine
reources These resources indude organizationd forms (that ae likdy to migrae
aooss domans), hebitusted pratices and sodd ties whether offidd or informdl.
Thus trandormation will resamble innovative adgptations that combine  ssemingly
discrepant dements -- bricolage -- more then architecturd desgn. In this pergpective,
actors do not st out to creste “a maket economy.” They ae not motivaed to
pursue paticular draegies by “sydemic requirements’ but from the urgency of thar
practical situations. Instcad of designating a future that shapes the present, we should
examine how the future is being shaped by the pragmatics of the present. This
pragmatics -- redeploying resources to survive - may ye result in privae property
and compditive makes More likdy, they will render property boundaies more
ambiguous ad create new forms of coordination that are neither market nor
hierarchy.

Podsocidig societies can be seen as an extraordinary laboratory to test exiding socd
theories. This paper does not formulate such a tcst -- not because the changes
examined ae not extraordinary but because momentous changes ae not likdy to
leave exiding theories intact for Imple tesing. The efforts of this pgpar ae les
grandioe then daboraing a “new theory of sodd change and more amhbitious then
teting old ones Its tak is to caaft andytic concepts capable of regigering and
trandading the gspedfic indghts and patened leaning beng geneaed in this new
sodd expaiment. In devdoping a peaspective of trandormdion as recombingtion
in the soedficdly podsoddis <eting, it provides concepts for rethinking  property,
organizationd change and the rdaionship beween adaptability and  accountability.
Outsde the tired dudism of deductive versus inductive gpproaches it sees meit, a
this criticd juncture, in a research drategy that formulaes concepts with an eye to
theory while dosdy grounded in empiricd contexts The aguments presented here
are thus based on data collected by the author during an eleven month stay in
Budapcst in 1993-94.3 That research includes 1) Feld reseach in sx Hungarian
entaprisss Three of thee firms ae among the twenty lages firms in Hungay and
ae a the ocore of Hungaian menufacturing in medlurgy, dectronics and rubber
products. Three are small and medium-size firms in plastics, machining, and

3 The author was a Visiting Fellow at the Ingtitute for Advanced Study, Collegium Budapest, at
the invitation of Janos Kornai.



industrial engineering.# 2) Compilation of a data st on the ownership dructure of
the 200 largest Hungarian corporations (ranked by sdes) and the top twenty-five
Hungarian banks’ These data were augmented by ownership data drawn from the
files of some 800 firms under the portfolio management of the State Property Agency.
3) Interviews with leading actors in banks, agencies, paties, and ministries.6

In the sections that follow we shdl see tha propety trandormation is not a trangtion
from public to privae After examining new forms of recombinant property, we
reflect on how organizationd change in the podsocdis sdting can contribute to our
undedanding of the sources of organizationd diversty. With a sociologicd notion
of accounts, we see actors diversifying their assets, redefining and recombining
resources.  With this same notion of accountings, we then examine property
transformation in terms not only of rights and assets but aso of liabilities and
obligations.  As we shal see, pardle to the decentralized rcorganization of assets is
a centralization of liabilities, and these twinned moments yield a multiplicity of
justificatory claims. To understand these processes we outline a conception of
complexity that is an alternative to the transition models of both Marxism and
modernization theory.

* This fidd research was conducted in collaboration with Liszld6 Neumann, Senior Research
Fcllow, Institute of Labor Studies. These field investigations involved longitudinal analysis of the
same firms in which we had earlier sudied an organizationd innovation of internd subcontracting
ingde the socidist enterprise during the mid-1980s (Stark, 1986, 1989, 1990; Neumann, 1990).

5 Such data collection is not a smple matter where capital markets are poorly developed. There
is no Hungarian Moodv's and certainly no corporate directory equivalent to Industrial Groupings in
Japan or Keiretsu no Kenkvu (see, for example, Gerlach and Lincoln, 1993). The labor-intensive
solution has been to gather that data directly from the Hungarian Courts of Registry. Corporate files
at the regigtry include not only information on officers and members of the board of directors but
also a complete list nf the company’s owners at the most recent shareholders meeting. My thanks
to Lgjos Vékas, Professor of Law, ELTE, and Rector of the Ingtitute for Advanced Study, Collegium
Budapest, for his interventions to secure access to these data and to Eszter Keserii, Szabolcs
Kemény, Jazsef Martin, and Jonathan Uphoff for assistance in data collection.

§ A partid ligt of interviewees indudes: the former President of the National Bank; the former
Deputy-Minigter of the Ministry of Finance; executives of the four largest commercia banks and two
leading investment banks, the former President of the State Holding Corporation; directors, advisors,
and officials of the State Property Agency; senior officials of the World Bank’s Hungarian Mission;
the chief economic advisors of the two major liberd parties; the President of the Federation of
Hungarian Trade Unions; and leading officials of the Hungarian Socidist Party (who later ascended
to high-level positionsin the new Socidigt-Liberd codition government).

5



Property Transformation in Hungary: The Policy Debate

Our point of departure is a question that stands at the center of contemporary
debates in the soddies of Eagan Europe and the former Sovie Union. By wha
means can private property become the typical form of property relations in
economies overwhdmingly domingted by dae ownership of productive assts?

Much of tha debae can be organized aound two fundamentd policy draegies
According to the fird drategy, the inditutiondization of private propaty can best be
edablidhed by trandering assets from public to privale hands. Despite  differences
in the specific methods designated for such privatization (e.g., sale versus free
didribution, ec), the vaious proposds within this radicd perspective shae the
assumption that the credtion of a private sector begins with the exiding dae owned
enterprises. That is, the basic organizational units of the emergent market economy
will be the preexiding but newmly privatized enterprises

The aternative policy strategy argues from the perspective of institutional (and
spedificaly, evolutionary) economics that, dthough dower, the more rdidde road to
institutionalizing private property rests in the development of a class of private
proprietors. Indeed of trandaring the assats of a given organizaiond unit from one
ovnaship fom to ancther, public policy should lower barigs to etry for amdl and
medium scale genuinely private ventures. Instead of focusing on the existing state
owvned enterprise, this peargpective typicdly looks to the exising second economy
entrepreneurs as the basic organizational building block of an emergent market
€oonomy.

Recent evidence suggests tha Hungary is adopting neather a Big Bang goproach nor
the policy prescriptions of evolutionary economics.” Contrary to the optimistic
scenarios of domedtic politidans and western economids who foresaw a rapid trander
of asdts from dae owned entaprises to private ownership, the ovewhdming bulk
of the Hungaian economy remans dae propaty. Two years dter Prime Miniger
Jozs=f Antall confidently announced thet his new govemmentt would privatize more
then fifty percent of dae propaty by 1995, the director of the Privaization Research
Inditute functioning dongsde the Sate Propaty Agecy edimaes that only about
3 percat of the state owned productive capitd has been privatized (Mellar, 1992).

Cotray as wdl to the hopes of many obsaves that the new govenment might
adopt a policy of dimulaing new entrants to a dynamic private sector based on the

7 This terminology is drawn from Murrell, 1990.
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proto-entrepreneurid  experiences  of  “second economy”  producers, the evidence on
Hungay's private ssctor is dmilaly discouraging. Although the number of regigered
private ventures has skyrocketed, Hungarian researchars advise caution in interpreting
the numbers. Some firms exis only in the ocourts regidries having never produced
awy income ad a ggnficat number ae “dummy firms' st up to hdp intdlectuds
and professonds write off expensss such as ret, tdephone and heding for ther
gpatments (Laky, 1992). A conddaable body of evidence now suggests that the
second economy has not become a dynamic, legitimate private sector: many
entrepreneurs (@ mgority in some caegories) dill engage in privae ventures only as
a second job (Laky, 1992; Gabor, 1992, 1994); tax evesion is pevasve and dthough
employment is slowly increasing in the sector, most researchers agree that the
proportion of unregigdered work (for which the dae recaves no sodd  security
paymets and the employee recaves no bendits) is inceedng fader (see Korna,
1992:13).

Thee obsavaions by Hungarian researchers suggest skeptidam about the  confident
asztions (in ever more excited and bregthless tones) of the type "x pecat of the
GNP of Pdand (Hungay, Russa or the Czech Republic) ae now gengaed in the
private sector."® These ae bold datements when one conddes the tenuous validity
of datidics of this kind in contemporay Easden Europe whee datidicad agendes
face enormous technical problems. For example, condructing even 0 badc an
ingrument as the regoresentaive sample (finding the pat tha dands for the whole)
is difficult where the shgpe and contours of the economy ae dill unknown. Such
measurement  problems ae compounded, moreover, by politicd pressures to  show
higher and higher levds of “privale sector” adtivity in order to represat better the
govenmeat’'s cax to intenaiond lending inditutions potentid foragn investors ad
the domedic dectorate The race among Hungay, Poland, and the Czech Republic
to show the highet private sector daidics to the IMF recdls, of course an ealier
race duing the peaiod of “bulldng soddign” (expeddly immediady fdlowing the
ouder of Tito's Yugodavia from the Comintemn) when the paties and governments
of these countries competed for the right to claim the highest proportion of

8 See, for example, the special section of The Economist, March 13, 1993. Much of the current
literature on the “private sector” in East Central Europe starts from the assumption that al forms
of economic activity outside “the public sector” should be counted as taking place within the private
sector. But should our criteria for designating a private sector be so inclusive as to include the kinds
of primitive trade in household articles in the “Polish markets’ that one can encounter on street
corners, vacant lots, and under the shelter of elevated roadways across the region? Is this the
vaunted free market capitalism, or is it just flea market capitalism? Journalists and politicians can
call it what they like, but as scholars our classifications should be more rigorous and this kiosk
capitalism should not be included in our more
restrictive category of private sector.



collectivized or date property in thar nationd stalistics. Indeed, it is an open secret
in Budapest that high government offidds urged the use of different Satidicd cut-
offs and measures upon returning from international conferences where Polish
officds proudy digayed figures showing that the Hungarians no longer desarved the
ydlow jasey as fird place in the datidicd race to capitdiam.

Thee tendendes togethe with new forms of corruption, extortion, and exploitation
have prompted one ressacher to labd the trandtion as one “from sscond economy
to informd economy” aguing that it is now, unde thee new conditions tha Lain
Americen compaisons ae more goplicale to the Hungaian sdting (Sk, 1992).
When private entrepreneurs look to govenment policy they see only  burdensome
taxation, lack of credits, virtually no programs to encourage regional or local
devdopment, and inordinate ddays in payments for orders ddivered to public sector
firms (see Webder, 1992; Kornai, 1992). Through violations of tax codes, off-the-
books payments to workers, and rductance to engege in cgpitd invesment (Gaébor,
1992), much of the private sector is responding in kind. Such government polides
and private sector responses are clearly not a recipe for the development of a
legitimate privale sector as a dynamic engine of economic  growth.

Recombinant ~ Property

But dthough they fal to correspond to the policy prescriptions of ether Big Bang or
evolutionary economics, significant property transformations are taking place in
Hungay. Actors within the formely dae sedtor of large public entaprisss ae not
wating for the economids or policy mekes to rexlve the debae over trandering
asds versus encouraging private proprigtors. Indeed of waiting, they ae acting to
modify and trandorm property rdaions a the enterprise levd. The resllts however,
ae not wdl-defined rights of private property, yet nether are they a continugtion or
reproduction of old forms of date ownership. For thee reasons, indead of mixed,
or hybrid, or intermediate property | use the term _recombinant propertv.

Snce 1989, there has been an exploson of new economic units in Hungary. In Teble
1 we see the;

- the number of date entaprises dedined by about 60 percent from the end of
1988 to the midde of 1994;

- the number of incorporated shareholding companies (RT) increassd
by more than twenty fold (from 116 to 2,679); ad
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- the numba of limited ligdlity compenies (KFT) incressad mogt dramaticaly
from only 450 units in 1988 to over 79,000 by the middle of 1994.

[Table 1 aout here]

Table 1 dealy indicaes the sudden prolifeation of new units in the Hungaian
economy.  But does the table provide a reliable map of property relations in
contemporay Hungary? No, a leest not if the data are forced into the dichotomous
public/private categories that dructure the discussion about property transformation
in the pog-socdig countries

New foms of dae ownership. Teke firg the shareholding compenies (RTs) on line
two of the table. Some of these corporations are private ventures newly established
dter the “sydem change” But mawy ae the legd successors of the dae-owned
enterprises that would have been enumeraied in the previous year on line one of the
table Through a mandatory process of “corpordization,” (the deedline for which has
been repeatedly extended) the former state-owned enterprise changes its legal
organizationd fom as it is trandormed into a sharehdlding company.

The quedion, of courss is who is halding the shaes? In dmog dl cases of such
tranformation, the mgority of shares in these corpordized firms ae hdd by the
Sae Propaty Agency (SPA) or the newly crested State Holding Corporation (AV-
Rt). That is a “pudlic’ and “private’ actors co-paticpae in the new recombinant
property forms, the nature and indruments of the “public” dimension are undergoing
change Whaess “dae owngdhip” in soddism meant unmediatled and  indivisble
ownership by a state ministry (e.g., Ministry of Industry), corporatization in
postcommunism entails share ownership by one or another government agency

reponsble for dae property.

Such corpordization mandaed by a privaizaion agency in the curret context hes
some distinctive features of renationalization. In the 1980s, managers in Hungary
(ard workers in Poland) exerdsed de facto property rights (Mihaly, 1992). Although
they enjoyed no rights over diposal of propaty, they did exerdse rights of resdud
control as wel as rights over resdud income sreams In the 1990s, corporatization
paradoxically involves efforts by the state to reclaim the actual exercize of the
propety rights that had devolved to enterpriselevd actors The irony, of course is
tha it is predsdy the agendes respongble for privdization that ae ating as the
agents of ératization by providing the indruments for the exerdse of contral through
dhae ownership (Voszka, 1992).



The efettive exadse of such centrdized contral, however, vaies invesdy with the
soope ad the degree of diredt intevetion (the trap of centrdization dready well-
knowvn in the region). Thus dmutaneoudy with this move towad centrdization, one
encounters proposals for privatizing the asset management function. In such
programs, the dae (through its property agencies, the SPA and the AV-Rt) retans
the right to dispose of the property while engaging “private” actors (e.g. consulting
firms portfolio maenagement teams) to exadse the agency’s rights as dhareholder
regarding daily operations and strategic decisions through various kinds of
subcontracting/commission schemes.

Inter-enterprise ownership. But the state is seldom the sole shareholder of the
corporatized firms Who ae the other shareholders of the RTs enumeaaed on line
two of Table 1? The straightforward answer is that the typical owners of large
shaehdding companies ae ohe lage dhaendding companies This condudon is
dravn from an andyds of the ownership dructure in 1993 of Hungary's larget 200
enteprisss and 25 lagest banks (virtudly the entire finendid sector).” “Ownership
dructure’ in this andyss is limited to the top 20 ownas of a given corporaion.
Because only 37 firms are traded on the Budgpest sock exchange, and because even
in these casss sharehalding is not widdy digpersed among hundreds of amdl investors
this restriction, reasonable in itself because it limits the analysis to owners who
“count,” dill dlows us to account for & leest 90 percat of the shaes hdd in virtudly

every  compary.

In the Budgpest Court of Regidry and the 19 County Regidries we wee ade to
locae ownership data for 183 of the “top 200" enterprised and for 23 of the 25
banks.l® Some form of state ownership -- whether by the AV-Rt, the SPA, or the
institutions of local government (who had typicaly exchanged their real estate
holdings for entaprise dhares) - is preat in the ovawhdming mgonity of these
enterprises and banks 31 companies are in mgarity foreign ownership.  Hungarian
privete individuas (summed down the top 20 owners) hold a leest 25 pearcent of the
shaes of only 12 of the larges enteprisss and banks. Mogt interesing from the
perspective of this paper is the finding of 82 cases in which another Hungarian
company is among the top 20 ownas In 41 of these casss the other Hungaian

? The lists of firms and banks is drawn from the Hungarian business weekly’s Figveld'’s “ Top 200,”
the Hungarian counterpart of the Fortune 500. Several firms were dropped and several added after

discussions with Figveld’s editors about their selection criteria.

0 Of the 17 “missing firms:” eight files had been sealed by the judges, five were incomplete, and
four enterprises did not grant permission for access to their ownership records.
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companies together hold a clear majority (50% + 1 share), Thus by the mogt
redrictive definition, twenty percent of our 205 companies (enterprisess and  banks)
ae unambiguous casss of inter-enterprise ownership, with evidence of some degree
of inter-enterprise ownaship in forty percent of thee large companies

[Figure 1 about here]

Figure 1 presents two discrete networks formed through such inter-enterprise
ownership. Arrows indicate directionality in which a given firm holds shares in
aother large enterprise Wesk ties (harehdldings with other firms tha do not have
a leest one other tie whether as owner or owned, to any other firm in the network)
ae not displayed!! The rdations depicted in Fgure 1, it should be emphesized ae
the direct horizontd ties anong the vay laget entaprisss - the superhighways <o
to speak, of Hungarian corporate networks. The diagrans presnted in Fgure 1
indicate a dramatically different way of mapping the social space of property
trandormation then that suggested in Table 1 in place of counting entities grouped
by legd caegories as we saw in the groupings by corporate forms in Table 1, here we
regigder pdtens of rdaions We examine not the didribution of atributes but the
condruction of sodd  connections

In andyzing the rdationd dynamics of recombinat property, we now ghift our focus
from the corporate thoroughfares linking the large enterprises to each other to
examine the locd byways linking soinoff properies within the gravitationd fidd of
large enterprises.

Corporate sadlites Thus we tun to the foom with the most dramaic growth during
the pos-soddis period, the newly established limited ligbility companies (KFT),
enumgaed on line three of Table 1. Some of thee KFTs ae geuindy privae
entrepreneurial  ventures. But many of these limited liability companies are not
etirdy didinct from the trandormed dhareholding companies examined dove In
fact, the fomaly socdid enteprisss have been active founders and continue as
current owners of the newly incorporated units

The basic process of this property transformation is one of decentralized
reorganization: Under the pressure of enormous debt, declining sales, and thregs of
bankruptcy or, in the cases of more prosperous enterprises, to foredal takeovers as

1 The total pattern of strong and weak tieswill be examined in alaer sudy using block-mode
analysis, testing for bank centrality, and assessing the relationship between ownership ties and
director interlocks. The purpose of that study will be to identify the mgjor corporate groupings in
the Hungarian economy.
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wdl as dtempt to increese autonomy from dae minidries directors of many lage
public enterprises are teking advantage of severd important pieces of legidation that
dlow dae eteprises to edablish joint stock companies (RTs) and limited lighility
companies (KFTs). In the typical cases, the managers of these enterprises are
breaking up the organization (along divisional, factory, departmental, or even
workshop lines) into numerous corpordions. Tt is nat uncommon to find virtudly dl
of the adtivies of a lage public enteprise didributed among 15-20 such sadlites
orbiting aound the corporate headquarters.

As neny incorporated etities with legd idertiies these new units ae nomindly
independent  -- regidered separady, with ther own directors and separde bdance
sheds But on doser ingection, thar daus in prattice is sami-autonomous. An
examinaion of the computerized records of the Budgpest Court of Regidry indicaes
for exanple that the contralling shares of these corporate sadlites are typicdly hdd
by the public enterprises themsdves (Stark, 1992). This paten is exemplified by the
cae of one of Hungary's larges medlurgy firms represented in Figure 2. As we see
in thet figure “Heavy Med,” an enormous shareholding company in the portfolio of
the Sate Holding Corporation, is the mgority shareholder of 26 of its 40 corporae
satellites.

[Figure 2 about here]

Like Saurn’s rings Heavy Med's sadlites revolve aound the giant corporae planet
in concatric orbits Near the center ae the core medlurgy units hot-rolling mills
enegy, mantenance, and srategic plauning units held in a kind of goo-synchronous
orbit by no les than 100 percent ownership. In the next ring, where the corporate
headquarters holds roughly 50-99 percent of the shares are the coldralling mills, wire
and cable production, oxygen facility, galvanizing and other finishing treatments,
goeddized cedings qudity control and marketing units As this liding suggeds, these
sadlites ae linked to each other and to the core units by ties of technologica
dependence. Like the inner ring, they ae kept in geo-synchronous orbits by the
headquarter’s majority ownership as well as by their technological dependence.
Relations between the satellites of this middle ring and the company center are
maked, on one hand, by the cente’s recurrent efforts to introduce dricter accounting
procedures and tighter finenda controls countered, on the other hand, by the units
efforts to increase their autonomy -- coordinated through persona ties and
fomdized in the bi-weskly medtings of the “Club of KFT Managing Directors” The
sadlites of the outer ring ae even more heterogeneous in their production profiles
(condruction, indudrid sarvices computing, cgramics mechining) and ae usudly of
lower levds of capitdization. Units of this outer ring ae less fixed in Heavy Med’s
gravitational field: some have recently entered and some Seem about to leave.
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Among the new entrants are some of Heavy Metal’s domestic customers. Unablc to
collect recavables Heavy Med exchanged inte-enteprise debt for equity in its
dients, preferring tha these meteors be swept into an orbit rather than disntegrate
in liquidation. Among those sadlites launched from the old dae etteprise ae
some for which Heawy Med augments its less than mgority owneship with lessng
arangements to kegp centrifugd forces in check.

The coporae stdlites among the limited ligbility compenies enumerated on line 3
of Table | ag thus far from unambiguoudy “private’ ventures; yet ncither are they
unmigakebly “dais” resdues of the soddid past. Property shares in mod corporate
sdlites ae not limited to the founding entaprise Top and midlevd managers
professonds and othe daf can be found on the ligs of founding patnes and
currentowners. Such private paons rady acquire complee ownership of the
corporate satellite, preferring to use their insider knowledge to exploit the ambiguities
of indituiond co-ownership. Not uncommonly, these individuds ae joined in mixed
ownership by other joint dock companies and limited ligbility compenies - sometimes
by independent companies often by other KFTs in a dmilar obit around the same
entapriss and frequently by shareholding companies or KFTs soinning aound some
other_enterprise with lines of purchase or supply to the corporate unit (Voszka, 1990,
1991a; Sak, 1992). Banks dso paticpae in this form of recombinant property.
In many cas=s the edablisment of KFTs and other new corporate forms is triggered
by enterprise debt. In the reorganization of the insolvet firms the commerdd banks
(Whose dhares as joint sock companies are gill predominantly date-owned) become
dhaeholdas of the corporate sadlites by exchanging debt for equity.

We have usd the tem, corporae sadlite to desgnae this form of recombinant
propaty. A more exadting terminology is cumbersome but it reflects the complex,
intertwined character of propaty rdaions in Hungay: a limited lidbility company
owned by private persons, by private ventures, and by other limited liability
companies owned by joint stock companies, banks, and large public enterprises owned
by the dae The new propaty forms thus find horizontd ties of crossownership
intertwined with verticd ties of neted holdings

Recombinets. The recombinat character of Hungarian propaty is a function not
only of the diret (horizontd) owneship ties among the lages firms and of thar
direct (veticd) ties to their corporae satdlites but dso of the network properties of
the full ensamble of direct and indirect ties linking entities, irregpective of ther
attributes (large, small, or of various legal forms) in a given configuration. The
avalable daa do not dlow us to present a comprenensve map of these complex
rdaions Records in the Courts of Regidry indude documents on the ownas of a
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paticular firm; but enteprisess ae not required to report the companies in which
they hold a dake. However, on the bads of the enterprise levd fidd research,
examindion of public records a the Sae Propaty Agexy, and inteviews with
bankers and with conqultants (who meke it their busness to know nat just sngle firms
but neworks of firms) we have been dble to recondruct a leest patid networks.
Figure 3 is a stylized representation of such a reconstruction.

[Fgure 3 about here]

For orientation in this graphic space, we position Figure 3 in relation to the
representations in Hgures 1 and 20 Fgure 1 presated inter-enterprise ownership
neworks formed through horizontd ties directly linking large enteprisss FHgure 2
presented the corporae satdlites arayed around a sngle lage holding. With Fgure

3 we zoom in on a fragment of an inter-enterprise ownership network bringing into
focus the ties that link corporate sadlites to each other and that form the indirect
ties among heterogeneous units in a more loosdy-coupled network. The contrest to
the patens a Heavy Mdd (from Hgure 2) is immediady gopaent. Whaess the
concertric  rings aound Heawy Med indicated a tightly integraed holding, dImple
even in its gigantism, here we sse much grester complexity twiding into a different
configuration.

We labd this emegat fom a recombingt, an gopropriatdy hybrid term  designating
the hybrid phenomenon of a network of recombinant property. Here we see that the
limted ligbility compenies tha began a corporde spinoffs ae oriented  through
ovnerdhip ties & times to more then one sharehdlding company and, dgnificantly,
often to other limited lidhility compenies The recombingt is not a Smple summation
of the set of horizontal and vertical ties: to categorically label the ties between a given
KFT and a given RT as ‘vertical” would be to ignore the ways the KFTs are
recombining properties. To the extent that genuinely network properties are
emergat in the recombingt, the language of horizontal and vertical should give place
to more gopropriate desriptors such as extengvity, dendty, tignt or loose coupling,
grong or week ties dructurd holes and the like (Granovetter, 1973, White and
Breiger, 1975; Burt, 1992).

The existence of pervasive inter-enterprise ownership and the emergence of the
recombingt  organiztiona form  suggeds moreover, that the proper andytic  unit,
because it is the actud economic unit of the Hungarian economy, is nat the individud
firm but a nework of firms The red units of entrepreneurship and of restructuring
ae not the individud persondity or the isolaed firm but the sodd networks in which
previoudy unidentified resources ae recognized and recombined. Propety is dreedy
being reorganized dong such lines but such networks are not acknowledged in public
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policy. So long as the palicy of privatization is based on gctting the highest price for
a &t of asds dready bundled in a given entepriss ad 0 long as the polides of
resructuring and debt consolidation operate on a dridly firm by firm bess s long
will the nework propaties of the Hungaian economy be continudly underutilized.
Networks will reman shedy as long as they reman in the dhadows of offidd palicy.

An East European Capitalism? As we have seen, there has been considerable
property transformation in Hungary -- but little of it has resulted in decisive
boundaries clearly separating public from private.? The fundamenta analytic
Quedion a deke is not where to draw the boundaries of the private sector but
whether the pod-socidist economies can be adequatdy represented in a two-sector
modd. Almog evay andytic dace ad evary palicy postion in the privatization
debate shares this dualistic representation of public sector and private sector. That
shema is nat only inedequate but mideading, and podlides based on it will yidd
digorted results This andytic shortcoming canot be remedied by more precise
specification of the boundary between public and private the old propety divide hes
been 0 eroded that wha once might have been a boundary is now a zone

Perhgos the mod ironic legacy of date soddism is tha a predsdy the time that
politicdd and economic actors are trying to free the economy from the grip of date
ownership our thinking about property remains essentially Maxis: evarywhere we ae
looking for the owner. But, as developments throughout the industrial countries
ugges, property can be productivdy disintegraied in ways such that different actors
can leggtimady dam rights to differet agpects and capadities of the same thing (seg
eypedidly, Grey, 1980; Comisso, 1991). In such a view, trandorming propety rights
is aout renegotiating redions among a wide st of actors to resolve thar dams over
different_kinds of property rights.

We should not be surprised, therefore, that reorganization in Eastern Europe is
yidding new propaty forms that ae ndther daig nor privale The economies of
Eag Centrd Europe ae evalving in forms that are nether date capitdis nor market
sddid. These ae mixed economies not because thee ae dae-owned firms and
privady owned firms but because the typicd firm is itdf a combingtion of public
and private property relations. What we find are new forms of property in which the
properties of private and public are dissolved, interwoven, and recombined. Property
in Eag Europeen cgpitdism is recombinant property and its andyds uggests the

12 For a compatible view of blurred boundaries and interwoven property relations in China see
Nee, 1992; Walder, 1994; and Cui, 1994 and forthcoming; on recombinant property in the Czech

Republic see McDermott, 1993, and Stark and Bruszt, forthcoming.
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emagence of a didincivdy Eas Europeen cgpitdian that will dffer as much from
West-European capitalisms as do contemporay Eag Adan vaiants

From Dedruction to Diversty

How ae we to underdand these unorthodox forms these orgenizationd “monges’
regrouping the seemingly incongruous? What are their causes and their
consequences. * Will they contribute to economic devdopment or will they inhibit it?
And wha might we lean from them that would erich and degpen our underganding

of economic change more generdly?

One dating point, ready-at-hand from the burgeoning literature on the “trangtiond”
economies, would be to ask, “Do they contribute to credtive dedtruction?” That litmus
texd is based on a widdy-hdd assumption that economic deveopment will be bext
promoted by “dlowing the sdection mechanian to work” through bankruptdes of
underperforming enterprises. Recombinant property would not receive an
unambiguoudy postive score messured by this dandard. Indeed, the kinds of inter-
enterprise ownaship  described  above ae dassc  risk-goreading and  risk-sharing
devices tha mitigate differences aoross firms By dampening the peformance of the
stronger and facilitating the survival of the weaker firms in the inter-enterprise
recombinet, they might even impede credive dedruction in the conventiond snse

But there is some quedion that a tidd wave of mass bankruptdes is a longteem cure
for the pod-soddis economies. With the catadtrophic loss of makets to the Eagt
and with the dagnaion of the economies of potentidly new trading patners to the
Wed, the depth and length of the trandormaiond crigs in Eag Centrd Europe now
exceeds that of the Great Depresson of the inte-war period (see Korna, 1993,
Szelenyi, 1993). In such circumstances, an absolute hardening of firms budget
condraints not only drives poorly paforming firms into benkruptcy but aso destroys
enteprises thaa would otherwise be quite cgpable of meking a high peformance
adjugment (see epedidly, Cui, 1994). Wanton dedruction is not credtive dedtruction,
goes this ressoning;, and recombinat propety might save some of these druggling
but cgpdble firms through risk shaing networks that do not regquire messve ddae
balouts (see bdow), Moreover, extraordinaily high uncertainties of the kind we see
now in the pod-soddid economies can lead to low levds of invesment with negaive
drategic  complementarities (as when firms forego investments because they  expect
a duggish economy based on the lack of investments by others). By mitigating
digndindions to inves, risk-goreading might be one means to bresk out of otherwise
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low-level equilibrium traps.” Firms in the post-socialist transformational crisis are
like mountain climbers assaulting a trecherous face, and the networks of inter-
enterprise ownership are the ropes lashing them together.* Neo-liberals who
bemoan a reladed bankruptcy rate fal to acknowledge how this mutud binding is
a precondiion for atempting a difficult ascent.

Economic devdopment in Eas Centrd Europe does reguire more exit (some, indeed
many, firms mugt peidh) and more entry as wdl. But for dedruction to be _credive,
these deaths must bc accompanied by births not simply of new organizations but of
new organizdiond forms Soddism faled not only because it lacked a sdection
mechaniam to diminate organizations that peformed pooly but dso because it put
dl its economic reources in a dngle organizetiond form -- the date enteprise
Soddian dradicdly reduced organizationd diversty and in 0 doing prohibited a
broad repertoire of organized solutions to problems of collective action.
Organizational forms are specific bundles of routines and the reduction of their
divergty means the loss of organized inffomation that might be of vdue when the
environment changes (Hannan, 1986; Boyer, 1991; Stark, 1989, 1992). The relative
paucity of orgenizaiond diverdty in Eagen Europe gives added urgecy to the
guesion. where do (new) organizationd forms come from?

Economic sociology has three dominant answers to this question. The first might be
called “imperfect reproduction” as, for example, when an existing organization (or its
fomer pasonnd) atempts to edablish a new venture by reproducng a successul
fom but fals to pefectly encode the vaious bundles of routines that meke up an
oganizdiond form. The resting orgenizetiond mutant is quite likdy to fal; but if
it survives, a new organizationd form might teke had in the ecology of organizations
(Hannan and Freaman, 1986). The second answer is diffuson from outsde a given
sector or perhaps from outside the economy entirely. In the more sophisticated
vaiat of this answver, organizationd isomorphism occurs through mimetic  processes
when organizations imitate successful organizations in their field (DiMaggio and
Powd|, 1983). The third answve is “deinditutiondization.” When legd or other rules
tha mantan boundaries between previoudy discrete populaions of organizetions ae
rclaxcd, the blurring of organizational boundaries engenders new organizational forms
(Powdl and DiMaggio, 1991; Hannan and Freeman, 1986).

13 On strategic complementaries in the post-socialist economies see especially Litwack, 1994. On
low-level equilibrium traps and the importance of risk spreading for economic development see

Hirschman, 1958.

14 | am grateful to Claus Offe for suggesting this metaphor in comments on an earlier draft of
this  paper.
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All three processes are at play in contemporary Eastern Europe. Imperfect
reproduction, no doubt, occurs But the dow rae & which it can contribute to
change makes it of neglible importance in comparison with the sscond and  third
proceses As for diffuson, Westan multingionds are enteing the region in force
directly bringing new manegerid practices that have drong indirect  demondration
efects (Kogut, 1994). But the multinationds contribution to organizationd diversty
should not be overempheszed. The danger that they will, like a foregn oedes that
invades a fragile ecology, diminate organizationd diversty is possble only in the vey
long run dnce foragn direct invesment is gill only a amdl fraction of busness adtivity
even in Hungay, which remans the leader in the regon. More worrisome is that
fordgn diret invesment can fit too nedly into the exiding monopaligic dructure
inherited from state socialism. Many western multinationals are all too eager to
privetize date owned enteprises because of the inordinate market share that they
commend. Cigardte manufacturers, for example, are notorious for paying top price
in exchange for state concessions that virtualy guarantee monopolistic markets
(Kasriel, 1993), and automobile manufacturers seek state subsidies, preferential
credits and drict import redrictions to reduce competition (Volvey, 1993). The new
multinationd’s foot dips eedly into the boot of the dd soddig enteprise

Deinditutiondization, the third type of process of geneding new organizationd
forms is also a work in contemporary East Central Europe: the overlapping of
previoudy wdl-bounded populdions of organizations was, in fact, teking place in the
Hungaian economy throughout the 1980s Mod important for the curret debate
over propeaty trandormation were the broad economic, legd, and sodd changes tha
eroded the boundaries between date and private propaty. Wheress the communist
polity had been based on diminaing the boundary between public and private the
dae soddig economy had been built on an absolute barrier ssparating public and
private propaty, sanctified in a rigd hierarchy of collective, cooperative, and private
propaty forms. Thee absolute bariers were cossed fird in agriculture in the late
1970s with the blurring of boundarics between the propety of the cooperatives and
those of the household plots (Szdenyi, 1988). By 1982, boundaries between dae and
private propety were beang eroded in even the mos advanced sectors of Hungarien
maenufacturing.  With  this  deinditutiondization came gregter organiztiond  divarsty
as the populdion of organizaions in the “sscond economy” now overlgpped with the
population of soddit firms. The mogt prominent new organizationd form was a
hybrid propety form, the intraenterprise patneship (or VGMK), in which sami-
autonomous subcontracting  units usad enterprise equipment to  produce goods or
svices during the “off hours’ (Stark, 1986, 1989). Modified in ther migraion from
agriculturd  to manufecturing, these “housshdld plots of indusry” had no rights to
digpoe of assds but they did have a dam to the use of equipment during parts of
the day/week. Moreover, the “patnerships’ had cgptured dgnificat rights over
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residual income (their “entrepreneurial fces" not uncommonly cxcccded managerial
earnings) and enjoyed significant rights of control (“From 6 to 2 we work for them;
from 2 to 6 we work for oursgves” went the common expresson).

Thus as the patnaships gread to virtudly every soddid entaprise and eventudly
involved more than ten percent of the industrial labor force, a good part of Hungary’s
managerial stratum had some practical experience with an organizational form of a
hybrid property character. In fact, in the fidd ressarch conducted for this Sudy |
repeatedly encountered new corporate satellites (the KFTs) that are the literal
organizationd successors of the earlier subcontracting  patnerships (the VGMKG).

Whee they weae not the direct organizationd predecessors, the patnerships were
nonetheless, organizational precursors of the present recombinant forms. The
partnership members were the consumate bricoleurs, making do with what was
avaldble Within the VGMK, they regrouped resources from diverse pats of the
shopfloor and regrouped, as wel, the infoormd norms of redprodity with the technicd
norms of the professond. Because the intrapreneurial units were not hierarchically
designated but left to self-organization, membership criteria attempted to combine
within one unit personnd with different types of assets -~ pdliticd capitd, sodd
capital, technical skills, managerial capacities, etc. -- in such a way that the value of
ther oollective cepitdl exceeded the sum of thar individud qudifications (for detals
see Stark, 1989). As such, they could bid for jobs across factory units. And the more
flud divison of labor within the unit futher mede it possble for them to underbid
the paent enteprise for contracts with outsde patners.

Some of the patnaships were scarcdy disguised rent-seeking schemes thet privatized
profit dreams and left the expenses with the daeowned enteprise Others would
have been a surprise and pehaps ddight to Schumpeter, who would have marvdled
at entrepreneurs inside a socialist firm. We might say that these partnerships
“identified” new resources but this would suggest that the resource was amply bidden
or underutilized and only needed to be uncovered. In fact, before recombining
resources, they fird had to redefine resources -- to see in a rddion, an object, a
process, something of vdue (for examples see Stark, 1990a). Recombining property
requires redefining the propaties of things This adility to see a resource where none
was marked before, to see something in a different guise, to re-cognize, was grounded
iIn an acute organizationd reflexivity. That rdflexivity arose from the dementd fadt
tha the patnesip membeas lived, on a daly bass and within a dngle physcd,
technologicd, and sodd sdting, in a multipliaty of organizationd forms bessed  on
fundamentdly  diffeet prindples
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This brief overview of th¢ partncrship form together with our knowledge of the
recombinant forms of the present transformation suggests another answer to the
quesion “Where do (new) organizaiond forms come from?” We should expect to
find new organizetiond forms bang gengaed not only where routines mutate, or
where organizdtions interact, or where populdions ovelgp, but dso whee socd
orders collide.

For a Sociology of Worth

The notion of a sodd order has been 0 impoverished in its recent re-introduction
by raiond choice theorids that some daboration is required here When | use the
term, | have in mind a concept quite different from the description of an equilibrium
world of sodd oontrdl in which actors individud interests are hed in check by ther
mutually suspicious monitoring (Hechter, 1987; Hechter and Kanazawa, 1993).
Economic sodology hes ressed colonization by the rdiond choice movemet. In
contrad to its dedisonid bias organizationd ecology emphesizes routines (Hannan
and Freeman, 1989) and the new institutional sociology stresses cultural scripts
(Powdl and DiMaggio, 1991); in contrast to its presentation of individud action
guided by rational choice and economic calculus, the school of embeddedness
(Granovetter, 1985) presents actors connected in multivalent social relations. But the
aternatives to the rational choice model have not entirely broken free from the
dvidon of labor outlined in the pact that Talcott Parsons made with the economigts
of hisday (Camic, 1988): You (the economists) study vaue and we (the sociologists)
dudy vaues you dudy the economy, and we dudy the sodd rddions in which
economies are embedded. Economic Sociology should bresk with this pact. Property
iIs not a domain that can be clamed by legal scholars, and economics has no
privileged access to the andyss of asHs

At the bass of a sodd order is the problem of worth. An ordeing assgns rddive
danding bessd on a dandad of evdudion: At the same time tha it provides a
messure of sodd dze a sodd order addresses the fundamentd quesion of what can
conditute a vadued asset (Boltanski and Thevenot, 1991). To andyze this problem,
a sociology of worth must be non-reductionist: There are no assets independent of
socd ties and there ae no ties indgpendent of princples of asodation; yet nather
ties nor principles can be reduced to the other (for a similarly non-reductionist
formulation, see Laour, 1988). This concegption of assts and networks goes beyond
the notion that nework ties can be ass (e for example Bourdieu (1986) on
“sodd cgpitd,” or Burt (1992) on “nework capitd”) to ague tha dl asets have
nework propeties because an assat is only mobilizeeble in and through a network

20



of sodd rddions But assets canot be reduced to ties among persons. To be adle
to drculae through the ties that bind (and thus contribute to tha binding) an assat
must. be bound in a nework of messuring insruments, tests and proofs of worth.!

To emphedze the paterned and the peformaive agpects of this process | exploit
a notion of accounts. Etymologicaly rich, the term simultaneously connotes
bookkeeping and narration. We keep accounts and we give accounts. Both
dmendons etal evduaive judgements and each implies the other:  Accountants
prepare story lines according to edtablished formulage, and in the accountings of a
good dory tdler we know what counts The literary critic, the mord philosopher, and
the accountant are dl engaged in a sydemaic ssach for vdue Thee speddized
professons however, ae jud a dating point. More important for the sociology of
worth is the basc sodd condition thet we can dl be cdled to account for our actions
When we make such an accounting, we drawv on and reproduce sodd orders. We
can competently produce judifications only in tems of edablished and recognized
ordering principles, dandards, and meesures of evadudion. Because we do not smply
give reasons but also have reasons for doing things, accounts are not simply
retrogoective; the imperative of judification dructures what we do and not smply how
we explan. We can never merdy “cdaulae’ because we mug do 0 with units and
indruments of messuremat tha ae degply dructured by accounts of what can be
of value. We reproduce these units of measurement and we recalibrate the
messring indruments when we assat our worthiness when we ddfer to the “more
worthy,” or when we denounce thar daus according to some other dandard  of
evdudion. When we give an account, we dfirm o chdlenge the ordeing citaia
according to which our actions (and/or thosc of others) will be evduated a some
pant in the future And it is dways within accounts that we “Sze up the gtudion,”
for not every form of worth can be made to goply and not evary ast is in a fom
mohilizable for the gtudtion. We evduate the Stuation by manuevering to ue scdes
tha messure some types of worth and not others theeby acting to vdidae some
accounts and discredit  others

A sodd order, then, is the intersection of ties and accounts, of networks and socd
fo-1s.  Ties mobilize accounts; they transport accounts across settings through
neworks of efiligion. Accounts mobilize ties they link sodd beings in ordeas of
worthiness with messuring indruments  thet  insribe value  (Laour, 1988; Boltanski
and Thevenot, 1991; White, 19929). A given propaty (a potentid resource) becomes

5 There are no free floating resources. Assets require a prior and ongoing work of investment
in forms (Thevenot, 1985) through which links are established among cognitive categories to give the
form enough durability to be transportable across situations (Latour, 1988; Boltanks and Thevenot,
1901).
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an asx only inofar as it is embedded in the ties and accounts of a sodd order. Yet
modern societies are never a single social order but a complex interweaving of
ordering  prindples.

Thus, if the hybrid organizational forms of late socialism result from the overlgoping
of once discrete populations of organizations, the recombinant property forms of
podsocdian resut from the ovelgp of prindples of organization. If the members
of the inraenterprise patners were regrouping assgts the managers of the inter-
enterprise recombinets are regrouping prindples of assodation. Or, more accurately,
both of these new types of hybrids involve rearanging sodd ties and regrouping
socdd forms. New orgenizaiond forms ae new inteweavings of sodd ordes In
the world of recombinant propety, organizing entals manuevering not only through
an ecology of organizaions but dso through a complex ecology of orders.

The Multiple Accounts of Recombinant Property

To analyze the multiple accounts of recombinant property requires a distinction
between risk -- which is in prindple cdauldble and can thus be expressed in the
lanaguage of probability - and a more fundamentd, though diffused, _uncertan@
about the organizationd enwvironment (for the dasic daement, sse Knight, 1921).
In trandormetive economies, firms have to worry not amply aout whether there is
demand for thar products or about the rate of return on thar invesment, or about
the levd of profitebility but dso about the vary prindple of sdection itsdf. Thus, the
guestion is not only “Will | survive the_market test?” -- but also, under what
conditions is proof of worth on make prindples nather suffident nor necessary to
suvive Because there ae multiply opeaive mutudly co-exident principles of
judtification according to which you can be cdled on to give accounts of your actions
you canot be sure wha counts Transformative economies are acute cases of
ambiguities of value, of evaluation, of worth. By what proof and according to which
principles of justification are you worthy to steward such and such resources?
Because of this uncertainty, actors will sk to divergfy thelr assts to hold resources
in  muitiple accounts

A possible candidate for a term to refer to this learned ability to glide among
coexiding accounts in regponse to this kind of ewvironmental uncatanty would be
organizational hedging. But | have to emphesze thet this is not the same kind of
hedging to minimise sk exposure that we would find within a purdy market logic --
as for example, when the shopkegper who sHis swimwear and sun lotion dso devotes
some floor goece to umbrdlas Indeed of acting within a dSngle regime of evaudion,
recombinant propearty is organizationa hedging tha cosses and combines digoarae
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evaduative principles. Recombinant property is an atempt to have rcsources in more
then one organizetiond form -- or, dmilaly -- to produce hybrid organizational
forms that can be judified or assessed by more than one dandard of measure.  Thus,
perhaps it is better if we think aout recombinant propety as a kind of portfalio

. And adopting this metgphor, we see attors dealy atuned to the fird
dcdum of a good potfoio manager: dvedfv vour holdingd

The adroit recombinant agent in the transformative economies of East Central
Europe differs from the divarsfying fund maneger in the West who with a known and
angle messure of vdue - money -- puts tha known and messuresble resource here
into gocks, there into t-bills and money makets there into bonds Actors in these
transformative economies diversify holdings in response to more fundamental
uncertainties aout wha can conditute a resource Under conditions not smply  of
market uncertainty but of organizational uncertainty, there can be multiple (and
intertwined) drategies for survivd - basad in some cases on _prdfitability but in others
on gulgdsddityour success is judged, and the resources placed at your disposal
determined, sometimes by your market share and sometimes by the number of
workers you employ in a region; sometimes by your price-earnings ratio and
omdeimes by your “draegic importance’; and when even the absolute Sze of your
loses can be trandormed into an asat yidding an income dream, you might be wise
to diversfy your portfolio, to be ade to shift your accounts to be equdly skilled in
applying for loans as in applying for job creation subsidies, to have a multilingual
command of the gramma of credit worthiness and the syntax of debt forgiveness
To hold recombinant propety is to have such a divesfied portfalio.

The Centralized Management of Liabilities

Portfolio management, in the sense of manuevering among multiple accounts as
outlined above, must manage not only assets but also liabilities. This elemental
concept that property embraces liabilities as wdl as assts has been dmogt entirdy
neglected in the now ved literdure on privaization with its myopic focus on the
distribution of rights and assets.’¢ |In tha debae, the worlds of the public and the
private are lexicdly bounded. The redm of the private is a world of assets and rights
the redlm of the public is a world of ligblities and obligations This lexical separation
hes two causes Fird, it is shgped by an intdlectud divison of labor in which one
oecidizaion - theorids of privatizetion and propety rights - hold dams to one

16 The exceptions typicaly focus on environmental liabilities and the difficulties they pose for the
process of privatization. My previous work is nut exempt from this criticism; the term liability never
appears in two extended discussions of privatization in Eastern Europe (Stark, 1990, 1992).
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triad  (private/assets/rights)  while the analysis of the other triad
(public/liabilities/obligations is left to goeddigs in credit palicy and public finance
Seoond, it reflects undelying processes in the pod-socidis economies  themsdves
All too often privdization actudly is an atempt to organizaiondly sparde asHs
from lidblites Moreove, this inditutiond sgparaion of rights and obligations occurs
not only a the momeat of privaizaion but can continue wdl dter the assgnment
of propaty rights As Frydman and Rapaczynski (1994) persuesvely demondrate,
privatization in itsdf provides no guarantee that private actors will not attempt to
hold up the dae

The fdlowing section andyzes what hgppens in a pod-soddis economy when actors
ae cdled to account for entaprise debt. As we ddl see these accountings bring
into our focus a broader circle of actors including bankers, policy makers, and
political parties as well as the enterprise directors whom we have already seen
managing thar assats in multiple acoounts To undedand the intetwined draegies
for maneging licblities we will need to explan how the Hungaian govenment, under
the naiondig-consaveive leedaship of the Hungaian Democraic Forum  launched
a massve 300 hillion forint (US $3 hillion) “debt consolidetion” program amounting
to 10 percent of Hungaian GDP and 183 percent of the projected 1994 naiond
budget.l” At the conclusion of that analysis we shall see how this governmental
attempt at the centralized management of liabilities stimulated actors at the
enterprise level to complement their strategies of recombinant risk-spreading with
new draegies of risk-shedding.

Taking: the lag gmdl steps. The liddliies management dory begins in 191 when
the Hungarian government, within the time frame of only a few months,
fundamentally modified three important pieces of legidation regulating the
accountings of assets and lidbiliies the Lav on Standard Accounting Practices the
Bankruptcy Act, and the Lav on Banking were dl brought into correspondence with
wedern  practices. By 1991, the heedy days of 1989, when communid regimes had
toppled like dominoes across the region, ssemed like the digant past. Now the young
democracies of Eag-Centrd Europe were competing for foregn direct  invesment
and support from the IMF and the World Bank. Actual levels of foreign direct

17 To put this figure in perspective, for the United States the $105 hillion savings and loan
bailout represents 1.6 percent of GNP and 7 percent of the projected 1995 federal budget.
Venezudd's recent $6.1 hillion bank bailout is on a magnitude with the Hungarian program
reprosenting 11 percent Of Venezuela’s gross national product and 75 percent of the government’'s
1994 national budget (Brooke, International Herald Tribune, May 17, 1994).
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invesment were smdl when compared to the needs, ® but the dakes for the future
were big And Hungay seemed the undigouted leeder, gamnishing as much foreign
invesmat as the other countries in the region put together.

To mantan and pehaps even extend tha lead, the government ressoned, Hungary
should huild on its compaaive advatage Hungary had not needed the shock
therapy that brought Poland’s hyperinflation under control (and brought Leszek
Bdcaowicz to the spatlignt), and it lacked a chaismdic figure such as the Czech
Republics Vaclav Klaus who cgptured dtention when he lectured Wedtern leaders
on the virtues of free make liberdiam. Hungay's advantege was the gradudiam
which across the decades of the 1970s and 1980s had brought it a full-range of
market-like institutions. These were admittedly not the ingtitutions of a market
economy, but they were doss and 0, the government ressoned, why not take the last
deps? To kegp the leed in the regiond competition, and to lead the ndion to a
fully-fledged market economy, the government would rewrite the lawvs to conform
with Wesen accounting and banking standards.

Thus the new Accounting Law of 1991 (which took effect on January 1, 1992)
required enterprises to switch to Wederndyle accounting principles A tough new
Wedangyle Bankruptcy Act (dso implemented on January 1, 1992) contained diff
pasond pendties for directors of enterprises tha faled to file for bankruptcy after
the accountants (usng the new messuring indruments) sounded the dam. Similady,
dthough with some gradudig deps bult in, the new Act on Fnandd Inditutions
introduced in December 1991 was desgned to put Hungary's commercd banks on
a Weden footing. In paticular, the reserve requirements for meesuring capital-
adequacy rdios were modified and the securities and other finendd  indruments for
provisioning against qualified loans were respecified. According to international
banking prectices banks mud st adde funds to provison agand outdanding loans
thet it suspects will not be pad in ful. In the new Hungaian banking law, a loan is
qudified as “bad’ if in default for more then a yer or if the debtor hes filed for
bankruptcy. In this categorization, “bad” is the worst, and the loan must be
provisoned a& 100 percent of its face vdue “Doubtful” loans ae thoe in default for
more than 60 days, or where the dcbtor has reported losses for two consecutive years,
and mugt be provisoned a S0 percent. Loans are qudifed as “substandad” and

2 |n the firg two years dter the regime changes, goproximady $3 hillion in foreign direct
investment flowed to Czechodovakia, Hungary, and Poland. To put that figure in perspective, in the
same period, the campaigns to increase the capital endowments of Harvard University, Stanford
University, and Cornell University totalled approximately the same $3 billion figure. Harvard,
Stanford, and Cornell are magjor universities, but about 64 million people lived in Czechodovakia,
Hungary, and Poland.
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require 20 percent provisons where the bank holds dams agangd companies in aigs
sectors.

The lag andl deps proved to be a legp into the adyss Alreedy reding from the
collapse of the CMEA markets, enterprise directors now learned from their
accountants thet the new accounting prectices were coloring the companies  books
even redder than expected. By the end of 1992, over 10,000 bankruptcies and
liquidation proceedings had been initided -- a figure ten times higher then during the
previous year when entaprisss had experienced the worsd shock of the collgpsed
Easern makets (Bokros, 1994).19 With onethird to onehdf of enterprises in the
red (Pipe, e d, 1994) the lossmaking firms began to dop payment on thar bank
credits By the end of 1992, the overdue loan sock of the banking sysem was R 127
billion, up 90% from the previous year (Naiond Bank of Hungary, 1992:109).

With thousands of firms filing for bankruptcy, the banks were forced by the new
banking law to redassfy loans from doubtful to bed. The subssquently dramatic
increese in provisionings cut degply into bank profits - reducing taxes from the
finendd sector and diminating the dividends the date recdved from its shares in the
large commerdd banks In 1990, the banks profit margins had been high enough for
taxes and dividends from the finandd settor to conditute 7.6% of fiscd recapts
(Abd and Bonin, 1993). These had been paper profits to be sure, produced by the
old accounting and finencd dandards but to the dae they had been red revenues
dl the same Thus fiscd planas wee dunned when revenues and dividends from
the banking sector for 1992 totalled only 2 hillion forints indeed of the 64 hillion
forints edimated a year earlier.?

The banks scramble to improve their balance sheet structures and the state’s
sramble to finance its skyrocketing defiat interacted to cause further deterioration
in the dructure of lending: Banks curtaled invesment credits to enterprises in favor

15 Hlings for bankruptcy and liquidation continued to pour in a a high rate in 1993 but has

begun to turn down in 1994. Yet, athough the number of new filings for bankruptcy is declining,
the number of firms actually liquidated is increasing as the courts are beginning to make a dent in

the huge backlog of filings from 1992-93. To understand the magnitude of 10,000 filings for
bankruptcy and liquidation in a small economy such as Hungary’s, in roughly the same period (mid-
1992 to mid-1993) there were only 993 bankruptcy filings in the Czech Rcpublic where policy-makeis
had crafted a stringent bankruptcy law whose implementation has been twice postponed (Brom and
Orenstein, 1993).

% Personal communication from Liszld Antal, Hungarian Foreign Trade Bank.
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of buying Tressury hills and lending to the state. 2! Nonetheless, the banks continucd
to lend to ther dient-owners, the formely daeowned enterprises that hdd shares
in the banks -- acquired in the days when the newly edablished commercd banks
were looking for corporate shareholders who could offset the weight of the Minigry
of FHnance For the enterprisss owning dhares in a profitable bank promised high
dividends axd a deady flow of cedt a “nolosg’ Stuaion, epeddly in the may
caxs when the purchese of large amounts of bank equity were directly financed by
credit from the same bank (Bokros 1994). Caught in the squeeze were the amdl and
mediumSze dat-up ventures upon whom many lad hopes for the revitdizaion of
the economy. gndl entrereneurs recaved less than 9 pecet of totd invesment
aedits to the busness sector in 1992 (Naiond Bank of Hungary, 1994:95, Table.
IV/3). As the lage commericd banks rased interest raes to cover an increesngly
sheky loan portfolio, profitable Hungarian firms began to tun aoroad (or to foreign-
held banks) for invesment financing. Their desertion of the Hungarian banks could
only worsen the risk dructure (Abd and Bonin, 1993). The banks responded by
widening the soread between lending rates and depost rates? -- triggeing more
defaults and bankruptdes requiring, in tumn, higher levds of providoning in desparae
attempts to keep capital-adequacy ratios from falling into the deep negatives.
Sordling avay from its funcion of finendd intemediaion, the banking sydem wes
in crigs

That crisis was announced, less than a year after Hungary’s bold leadership in
adopting western-dyle accounting, bankruptcy, and banking practices, in the pages of
the Financia Times (Denton, 1993a, 1993b). Hungary’s three top banks were
technicdly  insolvet: Indead of capitd-adequacy ratios of 4% or 8% tha would put
them within reach of internationd dandards, these banks were in the -4% to -8%

range.

Big balouts The same govenmet tha had launched an unintended finencdd shock
now launched a bold plan to save the banks. In its 1992 loan consolidation program
the government bought 104.9 billion forints (about $1 billion) of qualified debt

21 Wheresas |oans to the government were only 7.2 percent of the banks' tota loan portfolio in
January 1992, they rose to 22 percent by December 1992 and to over 30 percent by November 1993,
with loans to enterprises faling from 74 percent to only 52 percent over the same period (Nationd
Bank of Hungary, 1994:95 Table IV/2).

2 |n January 1992, the spread was 6.6 (the difference between the average lending rate of 36.0
percent and average deposit rates of 29.4 percent to the business sector). By Augudt of the same
year lending rates had fallen to 32.0 percent, but deposit rates had dropped to 18.9 percent -- for
agpread of 13.1 (Nationa Bank of Hungary, 1994:99, Table IV/7).
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(almost all in the “bad” debt classification) involving 14 banks and 1,885 companies.”
In a rdated move in ealy 1993, the govenment dso purchased the bank debt of
deven giat etaprisss (the so-cdled “dirty dozen”) for roughly $300 million. The
loan consolidation and enterprise  recgpitdization programs, it seemed, had restored
dability in the banking sector. Yet, by September 1993, only nine months laer,
finandd expeats weae edimating tha qudified loans (for the grester pat, bad loans)
had once agan soaed to 20 pecet of totd loan portfolios And the ten largest
banks were again hovering at or below the zero percent capital-adequacy ratio
(technicd  insolvency).#

What had happened? Banks had trested the government bonds as broad money.
Indeed of provisoning, many banks had usad these funds to continue meking loans
to lossmaking enterprises Pipar e d (1994) provide a trenchant assessment: “The
1992 loan consolidation program did nothing to change the incentives that lead to the
cregion of bad debts in the firda place The same owners, the same governing
boads, the same managas and the same bankers had the same roles within the
banks under the same opeaing condrants” We might go further. The precedent
of a bank balout in which the government bought only bad loans s&t up a perverse
incentive to the banks for redassfying doubtful and subdandard loans

The new accounting, bankruptcy, and banking rules had not caused the economic
crisis -- for that we can find straightforward explanations in the structural features of
the datesocdist economy -- but they had shgped the paticula forms in which that
crigs was manifeted (for example that the crigs of the etteprisss ad the fiscd
cigs of the dae weae immediady trandated, within the goace of only a few months,
into a massve aids of the finendd sector). The new accounting technologies,
moreover, sheped the resources with which actors played ther draegies during the
crigs. New banking rules made new accountings possble and there was no rule that
the dae could not bal out the banks agan.

That is exactly what the government did when it announced a new bank
recapitalization/debt consolidation program in the late Fall of 1993. The new

B In exchange for the debt, the banks received 20-year government bonds, and about 40 percent
of the debt was transferred to the newly created Hungarian Investment and Development Bank,
which, most analysts agreed, was unprepared for the difficult task of collecting the loans.

% By the end of 1993, these ten banks, accounting for 90 percent of all credit extended, were
expected to hold 316 billion forints of poorly performing debts and other investments representing
“roughly 35 percent of total loans to households and enterprises (compared to bad debts to total
loans averaging 3 percent in the West)” (Piper, et a, 1994).
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progran was not, however, a Imple replay of the 1992 balout but involved new
methods and judifications Whereas in the earlier program the government had
bought the bad debt directly from the banks in the new program it adopted a multi-
phase approach first of recapitalizing the banks* and then later negotiating the
workout of the paticular loans that composed the qudifed debt. The ggnificance of
these methods must be underdood in tems of the new judifications offered for the
new balout. To judify the 1992 loan consdlidation program, the govenment hed
aguad that these were bad debts inherited from the old regime But that judification
had become untenable when, instead of getting better, the debt crisis worsened after
the fird balout. By 1993, the finandd crigs could no longer be blamed on ped
practices. Therefore, methods and judifications had to be adjusted to address current
practices.

Indead of liberation from the ped, the dogan of the new consdlidetion program
became, “Ass liberated from ligbiliies can be more productive” If this was to be
anything more than a truiam, of course the question was how to identify assats that
coud be peaforming from those which weae worthless under ay drcumdances The
ansve was to rdy on the banks as the primary repogtory of information about the
true hedth of Hungarian entaprisss Rdiance on the banks however, could not be
unequivoca dnce it was the current practice -- the imprudent lending -- by those
same banks tha was pushing the cigs toward the precipice

The two-dage drategy (recepitdization fird, workouts later) was desgned to haness
the expertise of the banks to the sarvice of the Sate Because it was not buying dett,
but injecting fresh funds into the banks the new “invetor” would acquire shares in
the banks (already transformed into shareholding companies before the regime
change). And because the sums were enormous, the new shares would yield a
controlling interest. In this way, the Ministry of Finance became the dominant, even
mgority shareholder of the lage commedd banks The fird dage of the draegy,
then, could be summaized in a phrass Don't acquire the debt; acquire the banks
Or, less euphemidicdly, rendiondize the banks Because it was the banks and not
the dae that would be left holding the qudified debt, the banks would have an
incentive to collect that debt, or a leest the pat they had not dready written off ther
books. And they would do s, this time, not with the date as ther sometime partner
but with the date as thar mgority owner.

% Recapitaiization was to occur in two waves, the first in late 1993 to bring capital-adequacy
ratios to zero, the second in the Spring of 1994 to raise these ratios to 4 and 8 percent for selected
banks.
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But efforts to exercise control through direct ownership do not equal more ¢ffective
sae cgpadity. If we need evidence for that we could turn to severd decedes of date
soddism, or we can look a the second dage of the debt consolidetion program in
which the date and the banks were supposed to negotiste the workout of particular
loans.

At the beginning of 1994, the govenment dated 55 firms for immediate work-out just
months before the palianentary dections hdd in May. The firms were to drav up
and submit busness plans The banks could accept the plans but if they rgected
them, the firm oould gill be saved from liquidaion if the Sae Propaty Agency
(SPA) dected to buy the debt. Mogt bankers agreed that the budness plans --
hurriedly thrown together, with only a few weeks of prepaaion - were of poor
qudity. In one reveding exchange an officd a the Siae Propety Agency cdled a
banker to inquire about the datus of the busness plans the bank had just receved
from gx firms in the SPA’s partfalio. The banker, who had jus reed the mountain
of thick documents on his dek, responded tha these weren't serious budness plans
Each coud have been summaized in one sentence, “Please forgive our debts” In
that case, responded the privaizaion offidd, perhgos the bank could write up new
busness plans adding that it was dfter dl, the creditor, and who could know more
about the companies? The banker, expressng his reuctance to draw up one st of
numbers in the moming and goprove them in the afternoon, countered that perhaps
the SPA should draw up the plans because, ater dl, who should know more about
a company then itsowner? The enteprise directors, meawhile, were puzzed by dl
ths fus aout busness plans The selection of the "55" just months before the
dection had been made on pdliticd grounds and the decisons aout them, it was
thought, would be politicd as wdl.

In this way, through endess rounds of medings some smdl number of the plans
were accepted by the banks some smdl number were rdected by dl and dlowed to
fal, and for the grester number, the banks entered negotiations with the SPA, which,
we recdl, had the option to buy the debt from the bank in cases where the bank
refused to accept the firm's workout plan.

At what price should the SPA buy the debt? Clearly a a condderddle discount since
this was qudified det dreedy provisoned in proportion to its levd of qudification
(bed, doubtful, subsandard) by the tems of the recgpitdization program. To “goply”
for that program, banks had been required to produce a lig of qudified loans, the
caegarizetion of each (with the corresponding figure indicating the funds needed to
provison that loan), ard a bottom line summing the resarves it would st adde if
acogpted to patidpae in the program. This time the govenment wes detemined

both to avoid the perverse incentives created by buying only “bad” loans and to insure
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that rccapitalization would restore banking health rather than further finance loss-
making enterprises. Nonethdess and despite the hundreds of hillions of forints of
taxpayars money a dake, the Minidry of Fnance and other dae agendes saw only
the bottom line of the goplication -- accompanied by an auditor's ceatificaion that
this figure was an accurde summation of the enumerded loans

Thus if a loan had ben dasdfied as “subdandard” and provisoned through the
recgpitaization program & 20 percent of its face vadue it would ssem reasondble that
it should not be 0ld to the SPA for more than 80% of its face vaue “doubtful” debt
a 50 pecat; “bad debt” a next to nothing. But there was nothing to sop the bank,
a this point, from modifying the dassfication of a paticular loan -- and 0 a loan
categorized as bad when applying for recapitalization funds could become only
doubtful when negotiating to sell it. That is, the bank could have a bad loan
provisioned at 100 percent in the recapitalization program and then turn around and
try to =l it as a doubtful loan for 50 percent of its face vdue And when the SPA
called the bank’s hand, the bank responded that the interim upgrading was not
abitray but bassd on “new information’: the budness plan -- that the bank was
rgecting.

In the end,® and to the great rdidf of the World Bank offidds overssaing it, the
program was oared the expendve farce of the date paying for debt twice over (once
through the recapitalization program, again through an SPA debt purchase): the SPA
amply did not have the cash. During the nine months leading up to the May dection,
the SPA took in litle revenues As pat of the governmet’'s dectord draegy, the
agency began to favor domedic over foreign buyers to extend chegp credit, to accept
installment payments, and to actually give property away in the form of
“‘compensation”  vouches Duing the same time, funds flowed into the goveming
paties  “founddions” scarcdy disguised campagn treesuries  But the  Hungarian
dectorate was dealy looking for an dternaive voted Socdid, and got a new
Soddig-Liberd  codition  government.  That government promises an enterprise
resructuring program thet “will rdy more on the banks”

But, as the previous discusson dreedy suggess the government might not find a vay
rdidble patner in banks that ae dready gtting aop hillions of fresh cgoitd. With
their balance sheets back in the black, the banks are not now disposed to develop
cedive  solutions  Frd, provisoning has made the banks less then aggressive in
pursuing liquidations. To be sure too many liquidations al a once would hurt not
only their balance sheets but would aso harm the national economy. In fact,

% Or more accurately, near the end -- because, as of this writing, the exact fate of the "55" has
still not been determined.
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however, the opposte problem is the more likdy: with their reserve requirements
(temporarily) secure, the banks will dlow liquidation procedures to drag out for years
through the bankruptcy courts as thousand of enterprises experience an  agonizingly
dow death, al the while making nothing but losses. Moreover, depite the
assumption tha the Minidry of Finances ownership would yidd contral of the banks
the govenment hes been dmogt entirdy ineffective in monitoring how the banks use
the recgpitdization funds and it is doubtful whether the new codition government
will be more successful. Thus during the protracted liquidetions, there is little to
prevert the banks from extending loans to continued lossmekers

Seoond, to date, the banks have shown dmog no willingness to use the consolidation
funds for activdy redructuring firms The inditutionaly youthful Hungarian banking
community takes its cues from New Yok City: the “glamour” jobs ae in bonds ad
securities, and there is not yet an edablished career pattern for an ambitious and
energetic young banker who would like to chdk up a track record of sucessful
"turnarounds."?” Yet this is exadly wha must happen if the nework propeties of
assets are to be recognized and creatively recombined in new configurations.
Compared to the passive dance of wating for a liquidaion, restructuring is time-
conauming and difficult. It is dso much more risky. The banks are unlikdy to adopt
such a draeyy if left only to ther own devices.?

Returning to the present, what has happened to date with the second phase (debt
consolidation a the enterprise level) of the 1993/94 progran? While negotiations for
the lig of "55" were underway, the government announced that the second round of
deot resolution would not discriminate by propaty form: virtudly awy  entaprise
(under date, private, or mixed ownership) could goply to paticipae in the program.
By the deadline & the end of June 1994, some 2,000 enterprises had submitted plans

21 The outlook is not entirely gloomy. One of the largest commercial banks has established a new
workout unit. With solid leadership, the unit shows signs of attracting taented personne with a
strong committment to active restructuring.

% One proposa currently being discussed is for the cregtion of a new "development agency”
differentiated both from the “ownership” agencies (the soon to be recombined SPA and “AV-Rt) and
from the banks. It would dso differ from the dready established Hungarian Investment and
Development Bank (a misnomer since the indtitution is amply a glorified collection agency). The
task of the new agency would be to work with banks to create incentives for restructuring. Implict
in the proposd is areversa of the sequencing of the 1993/94 program:  instead of receiving fresh
funds firgt and then doing little by way of restructuring, banks and enterprises would have to
demondtrate cregtive solutions before receiving any financid assstance in restructuring. To be
successtul, the new agency would have to tread the thin line between fadilitating risk management
and promoting risk-shedding.
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to the consdlidation commisson. The initid reection by bank officers govenment
offidds and observers in the World Bank was puzzement: tempted by the lure of
a bal-out of unprecedented proportions, why had so few enterprises applied?? The
desgners of the progran cautioudy offered an intepretation with a dedidedly postive
oin. Enterprise directors, they agued, had correctly read the dgnds beng set out
about the negatiations for the lig of 55, “Don't goply If you can't take the heat - this
program is not a giveaway.” But other interpretaions can be provided to understand
why 0 rddivdy few enteprises goplied. We offer four such explandions none of
whose colors are particularly rosy.

1) Feced with an opportunity to workout debt and put their companies on a course
towad more sound finendd management, many entaprisss Imply lacked the bedc
knowledge, background, and competence to prepare even the mos minimd busness
plan.

2) Faced with an uncetan process some enterprises assessed the potentid  gains
against the risk that thc proccdurc would culminate in a decision to force the
ligudation of the firm. Indead of formd gpplicaion, they fdt tha the prospects for
successful access to the da€s degp pockets were better if they continued to use
infformd back channd baganing ties to other minidries and agendes

The following explanations break with the assumption (implicit in the first two
explandions) that, however incompentent or comniving, senior management identifies
with the indebted enterprise

3 Some snior manegas ae dmply nat inteeded in the finendd hedth of the
enteaprise which they currently manage In fact, they have dready adopted drategies
to strip that firm of its assets (perhaps through leasing, pricing, or renta
arangements with KFTs in which they hold contrd) or to purpossfully drive the firm
into bankruptcy when they can then use thar insder knowledge to acquire it on the
cheap. Forma application to the debt consolidation program would ruin such
drategies.

4) Some loans, perhaps many of the qudified loans to private enterprises in the pool
of potentid gpplicants, were not teken out with the am of invesing in the enterprise
named in the loan. Application for debt-forgiveness was out of the quedion because

2 Although no official figures have been released, knowledgeable sources in the financia
community estimate that only 15-25% of the potential pool of qualified loans have made an
application to the program.
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it would bring the conditions of the loen and the uses of its funds under direct
orutiny.

Support for this fourth explanation comes from a recat intend andyds by one of
the lage commadd baks of the qudified loans in one of its divisons The loans
(mogt of them qudified as bad debt) totalled 3.8 hillion forints ($38 million) to some
45 companies. Remakably, 33 of the named enterprisss were no longer operaing
(and some pehaps never were), yet ndather had they been liquidated nor had the
bank initiated bankruptcy proceedings. The firms had simply stopped paying the loan
and gone out of exigence 39 of the loans to enterprises had been made during 1990-
91 (i.e, just after the regime change) and contained gaping irregularities. For
exanple, the bank had secured no collaerd for 24 of these loans, and many hed
been granted without authorization of the bank's Credit Committeg

What had happened to these funds? Some of these loans no doubt, were taken out
with no intended business purpose (consumption, “black” adtivities ec). Others, the
bank’s analysts suspect, were used to acquire statc propcrty through the privatization
program. In some of thee cases the debtor might have taken out the loan with an
intention to cgpitdize an independent venture but, ater obsarving that a new dart-up
IS much more wvulnerddle than an dready exiging company, laer ussd the money
from the loan for the cash down payment to acquire a date-owned firm in a rdaed
fidd. For othes the taget of privaization had dreedy been idetified a the time
of the loan gpplication. But in both types of fraud, a loan ussd for privaization was
not a liddlity on the books of the privatized company but was on the books of a
bankruptcd limited liability company with no assets that the banks could claim. This
IS loating, a Hungarian verson of “bankruptcy for profit” (Akelof and Romer, 1993).

Adaptability and Accountability

Recombinant property is, thus, produced in two simultaneous processes.
Accompanying the decentralized reorganization of assets is a centralization of
lidbilities Both processes blur the boundaries between public and private On the
one hand, privaization produces the cisscossng lines of recombinant propety; on
the other, debt consolidaion trandorms privae debt into public ligbilities Together
these twinned moments of propaty trandormation cresle a new beds of paendism

in Hungary. Whereas in the state socialist economy paternalism was bascd on the
dae's atempts a the centralized management of assets in the fird years of the post-
ocdig economy  paerndism is based on the da€s atempts a& the centrdized
management of liabilities.
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In the highly uncatan organizetiond enwvironmet tha is the pod-soddig economy,
rddivdy few actors (gpat from inditutiond desgners) st out with the am to cregte
a maket economy. Many, indeed would prefer if such were the outcome But ther
immediate gods ae more pragmdic. a best to thrive, a leest to survive And 0
they strive to use whatever resources are available. That task is not so simple
becaue one mus fird idetify the rdevatt sysem of acocounting (the messuring
instruments and the justificatory principles) in which something can exist as a
reource. At the extirame it is someimes even difficllt to diginguish a liddility from
an as=. If the ligdlities of your organization (enterprise or bank) are big enough,
perhgos they can be trandated into qudifications for more resources And what
coud be more worthless than a bankrupted limited lidbility company - exoept, of
ocoursg, if you have shed the risk to the banks (and then to the dae) and put the
asds in another form. And 0 actors diversfy thar portfolios because they ae not
sure what ocounts they messure in multiple units they goeek In many tongues In 0
doing, they produce and reproduce the polyphonic discourse of worth that is post-
oddiam.

We can se tha poyphony in the diverse ways that firms judify ther dams for
patidpaion in the debt-rdid program. The fdlowing litany of judifictions are
dylized vadons of dams encountered in discussons with bankers, property agency
offidds, ad enterprise directors. The Hungarian reader will perhaps recognize
sedific  firms

Our firm should be induded in the debt rdigf program becausc wc will forgive our
debtors.*

Our firm should be induded in the debot rdief program because we ae truly credit
worthy.3!

Becaue we employ thousands.

Because our suppliers depend on us for a market.

Because we ae in your dection didrict.

Because our cugomes depend on our product inputs

Because we can then be privalizcd.

Because we can never be privatized.

Because we took big risks

30 le., our firm occupies a drategic place in a network of inter-enterprise debt.
3 |e., if our lidhilties are sgparated from our assats, we will again be digible for more bank
financing. Explanations could be provided for each of the following justifications, but the reader will

be spared this tedium.
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Because we were prudent and did not take risks.

Because we were planned in the ped.

Becaue we have a plan for the future

Because we export to the Wes.

Becaue we export to the Ead.

Because our product hes been awarded an Internaiond Standards Qudity
Control  Cetificate.

Because our product is pat of the Hungaian naiond heritage

Because we ae an employee buy-out.

Because we ae a management buy-in.

Because we ae patly Sae-owned.

Because we ae patly privady-hdd.

Because our creditors drove us into bankruptcy when they loaned to us a higher then
maket raes to atifiddly rase bank profits in order to pay dividends into a
dae treesury whose coffers had dwindled when corporations like oursdves

effectivdy dopped paying taxes

And 20 we mugt ak, into whose account and by which account will delot forgiveness
flow? Or, in such a gStudion, is anyone accountable?

Should thee then be only one accounting, perhgos with profitablity as the sngle
metric? Such was the attempt of communism -- the imposition of a unitary
judificatory principle, a drict hierarchy of property forms, and a reduction of dl of
human higory to one grand naraive It would be a tragedy beyond irony if Eagt
Europcan cgpitdiam would replicate such a monochrome with a different coloring.
The vitality and exuberance of modernity stem precisely from the colorful
ineweaving of multiple odeaing prindples It might be objected, of course tha
multiple orders are fine -- provided that each occupies a didinctly bounded domain.
Such is the perspective of modernity in “modernization” theory: through
differentiation, each doman of sodety would devdop as a sgparde autonomous sub-
gydem with its own didindive logic. Complexity in this view wes diversty, but only
through the juxtaposition of otherwise clearly bounded rationalities. Marxism, of
course, had its own view of complexity; the temporary overlay of mutually
contradictory principles. Both modernization theory and Marxism were deeply
grounded in the trangtion problemdic. The noisy dash of ordes is only temporay:
the revolutionary moment for one, the passge to differetiged domans in the other.

If we break with this transition problem, we can escape from the impoverished
conceptions of complexity in both Marxism and modernization theory. In an
dternative conoegption, complexity is the inteweaving of multiple accountings on the
same domain space. The alternative view holds to this conception not for the
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aesthetic reason that life is then more cdorful or livdy but for good economic
reesons An economy’s dynamic efidency rests on diversty. Without diversty of
organizationd forms an economy canot adgpt to chages in the evironmet. Or
it can do so only at extraordinary costs when organizations and institutions are
replaced wholescde Divasty is less expensve in the long run even if not evay
organizationd fom pafoms a some maximum dlocative eficdency. Lest expandve
ae organizeions with enough reflexivity to redhape themsdves And both diversty
(the emeagence of new organizaiond formsg) and reflexivity (the blity to redefine
resources and arrange them in new combinations) are products of the clash of
ordering principles within an economy and sometimes even within the same
organization.® Thus we might say tha, as opposed to dlocdive efficdency, an
economy’s adaptive dfidency depends on a multipliaty of ordeing prindples within
the economy itsdf.

The problem is tha too many ordering prindples - too many diverse accountings --
can produce unaccountability. An actor who, within the same domain space, is
accountable to every prindple is accountable to none Accountability, like diversty
and adeptability, is a vdue not Iamply for mord ressons but for good economic
reasons. there is nothing of value outside of accounts. The difficult condition of
modernity is to facilitate enough diversity to foster adaptability and enough
boundedness of raiondities to foder accountability. It is not in finding the right mix
of public and private but in finding the right mix of adgptability and accountability
tha pog-soddis socdies face ther grestest chdlenge

2 For similar argumentation based on different cases see especially Grabher, 1994; and also

Landau, 1969; and White, 1993. For related views on adaptability and complexity see especialy
Morin, 1974; and Conrad, 1983.
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Table 1. Main Enterprise Forms in Hungary, 1988-1 994

1988 1989 1990 1991 1992 1993 1994
Organizational Form Dec Dec Dec Dec Dec Dec May

State Enterprises 2,378 2,400 2,363 2,233 1,733 1,130 892

Shareholding
companies (RT) 116 3 0 7 646 1,072 1,712 2,375 2,679

Limited Liability
companies (KFT) 450 4,464 18,317 41,206 57,262 72,897 79,395

Source: National Bank of Hungary, Monthlv Reoort 1994/2, and Hungarian Central Statistical
Office, Monthlv_Bulletin _of Statistics 1994/5.




Figure 1. Two Inter-enterprise Ownership Networks among Large Hungarian Firms.
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Source: Corporate files of the largest 200 enterprises and top 25 banks in the Hungarian Courts

of Regidry.

B - Financial Ingtitution (Bank or Insurance)



Figure 2. Corporate Satellites at Heavy Metal

Rt - Shareholding Company
Kft . Limited Ligblity Company
Numeds in itdics indicate Heavy Mdd's ownaship dake in a given sadlite

Source  Internd  company  documents & Heavy Med.



